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REGULATORY ASSETS AND TRANSITION DECISION NO. (» 1R

REVENUES

OPINION AND ORDER

JATE OF HEARING:
‘LACE OF HEARING:
‘RESIDING OFFICER:
\PPEARANCES:

3Y THE COMMISSION:

February 28 and 29, 2000
Phoenix, Arizona
Jane L. Rodda

Mr. Michael M. Grant, Gallagher & Kennedy, PA, on behaf of
Arizona Electric Power Cooperative, Inc.;

Mr. Paul Michaud, Martinez & Curtis, on behdf of Mohave
Electric Cooperative, Inc.,

Mr. C. Webb Crockett, Fennemore Craig, PC, on behaf of
Phelps Dodge, et d.;

Ms. Sandra E. Rizzo, Wilkinson, Barker, Knauer, LLP, on
behdf of North Star Stedl; and

Ms. Janice Alward, Saff Attorney, on behdf of the Utilities
Divison of the Arizona Corporation Commisson.

The Arizona Electric Power Cooperative, Inc. (“AEPCO”) is a member-owned non-profit

electric generation and transmisson cooperative that supplies the power needs of its five Arizong,

Class A Member Distribution Cooperatives (“Distribution Cooperatives’). | Representatives of the

Didribution Cooperatives comprise a mgority of the members of AEPCQ’s Board of Directors.

On August 21, 1998, AEPCO submitted its Application for Approva of its Filing as to

AEPCO’s Class A members are Mohave Electric Cooperative, InC., Trico Electic Cooperative, inc. (“Trico”),
ulpher SringS Electric Cooperdtive, Inc, Graham County Electric Cooperdive, Inc, and Duncan Valley Electric

ooperetive, Inc.
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Regulatory Assets and Trangtion Revenues pursuant to AA.C. R14-2-1607(D) and Arizona
Corporation Commission (“Commission’) Decison No. 60977 (June 22, 1998). AEPCO's filing
sought approval of a Regulaory Assst Charge (“RAC”) and a Competition Trangtion Charge
(“CTC") based on the “trandtion revenue’ or “financid integrity” method authorized by Decision
No. 60977. Pursuant to Procedura Order dated April 21, 1999, as amended, AEPCO, Arizonans
for Electric Choice and Competition (“AECC”), Mohave Electric Cooperdtive, Inc. (“Mohave’) and
Commission Utilities Divison Staff (“Staff’) filed tesimony. On February 18, 2000, North Star
Sted, Inc. (“North Star”), a special contract customer of AEPCO, and Mohave, were granted
intervention. A hearing was held on February 28 and 29, 2000.

On May 22, 2000, AEPCO filed Settlement Agreements with two of its specia contract
customers which resolve dl issues between the affected parties concerning the collection of
stranded costs from these contract customers. In light of the Settlement Agreements, AECC

dropped its opposition to AEPCO'’s stranded cost recovery plan.
Regulatory Assst Charge

Regulatory assats are costs which would have been charged as expenses in a previous period
absent an implicit promise by the Commission that they be deferred as an asset and collected from
rate payers in the future. AEPCO's regulatory assets arise from debt refinancing costs and the costs
asociated with the buy-out of its Carbon Cod dl-requirements contract. They reflect cods that
were incurreéj in prior periods to reduce AEPCO’s cost of service which had been deferred to match
related revenues and expenses. In Decison No. 60977, the Commission recognized that because of
the difficulty of mitigating regulatory assets, as wdl as the possble financid implicaions, ther
recovery should be assured.

AEPCO's regulatory assets totaled $21,849,000 as of December 1999. As its find pogtion,
AEPCO requested that its regulatory assets be amortized over gpproximately 11 years, and that the
Commission gpprove an initid RAC of 1.55 mills per kWh, tha gradudly reduces to .21 mills per
kWh in the year 2012 or until the full amount of AEPCO's regulatory assets have been recovered,
whichever occurs firs. AEPCO adopted Staffs recommended amortization period.  The
cdculation of AEPCO's RAC is dtached as Exhibit A.

o) NECIRIONNO 42758
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The costs associated with AEPCO's regulatory assets are dready included in current rates.
Current rates would be adjusted to reflect the RAC to insure no double recovery. AEPCO's Class
A members would assess the RAC on dl retail sdes.

To assure that there is no over-recovery of its regulatory assets, AEPCO requested that the
Commisson authorize it to make gppropriate adjusments to the Didtribution Cooperative bills so as
to reduce the hill by the amount of the RAC in effect for any hilling period during the amortization
term. In addition, AEPCO anticipates transferring its trangmisson assets to a newly formed
cooperative known as Southwestern Transmission Electric Power Cooperative, Inc. (*Southwest
Transmisson”). Consequently, AEPCO has requested that the Commisson authorize AEPCO to
assign the RAC to Southwest Transmission, if necessary to avoid accounting write-offs.

AEPCO's RAC is condgent with Decison No. 60977, permitting the full recovery of
Regulatory Assets over a reasonable period. We adopt AEPCO’'s RAC as reflected in Exhibit A.

Compdition Trandtion Charge

Methodology

AEPCO's request for a CTC dtempts to mantan AEPCO's financid integrity during the
trangtion to competition based upon the Debt Service Coverage (“DSC”) levels required by the
Rura Utility Service (“RUS’). AEPCO’s revenue needs are based on (1) its need to meet current
operating costs; (2) the financid criteria contained in exising mortgages;, and, (3) its need to atract
future debt capitd from the Federd Financing Bank and Nationd Rurd Utilities Cooperative
Finance Corporation and other sources.

AEPCO's trandtiond revenue is the difference between its totd generdtion revenue
requirement for Class A Members (i.e. the revenue requirement necessary to meet generation
rdlated cost) less totd generation market price revenues. Tota generation price revenues ae
determined using a forecast of market price. AEPCO has agreed to Staffs recommended market
price estimate of $.030 per kWh in the firg year commencing July 1, 2000. The trangtion revenues
ae then divided by the Didribution Cooperatives Arizona load to arive a a charge per kWh.
Based on Staffs recommendations, AEPCO requested an initid CTC of $.0091 per kWh. The
caculation of the CTC for the first year is attached hereto as Exhibit B. AEPCO and Staff agreed
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that the CTC should be collected over five years, or until July 1, 2005. AEPCO would assess the
CTC on the Didribution Cooperatives, who would add it to their unbundled tariffs and collect it
from ther retal customers who elected to take power from another supplier. The Didtribution
Cooperatives, who comprise a mgority of the members of AEPCO’'s Board of Directors, agreed
with the methodology of cdculating the CTC.

Pursuant to AEPCO’s proposa, as agreed to by Staff, the CTC would not be “trued-up” for
either over or under collection, but would be reset on July 1, 2001 and on July 1 of each subsequent
year based upon the next year's budget figures and an estimate of future market prices. AEPCO
proposed to file with Staff its proposed recdculation of the CTC by May | of each year to afford
time for Staff to ask questions concerning the proposad so the Commission could reset the CTC as
of July 1. Pursuant to AEPCO's proposd, if in any year, the cdculations produced a zero or
negative number, there would be no CTC in effect for that year.

Staff concurred that there did not need to be a negative CTC as long as customers could
return to Standard Offer Service on reasonable terms. [n Staffs opinion the time frame to return a
large customer to the system should not be longer than three months unless good cause is shown, and

further, the price for the retumirg customer should be no higher than the cost of acquiring
incremental power, including transaction costs plus a reasonable margin. AEPCO noted that for the
limited numl’aer of large non-standard offer customers on the AEPCO distribution cooperative
sysem, a notice period of three to sx months would be necessary to arange the detaills of and
accommodate their return. AEPCO claimed the precise notice and negotiation process is difficult to
goecify because they hinge on such factors as (1) whether AEPCO has the power needed
immediately avalable from its own resources, (2) if not, how long it will take to arrange cost and

other details for power from another supplier and (3) the precise load pattern and amount of
dectricity needs of the cusomer. AEPCO proposed that AEPCO should be required to negotiate
promptly with any large specid contract customer for its return to the sysem and advise the
Commission if and why the return cannot be effectuated within 90 to 180 days of receipt of written

notice.

We believe that during the period the CTC is in €ffect, it is reasonable to require AEPCO to

) . NCAICTANINA /A 7 & §
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notify the Commisson within 60 days of a written request to return to the sysem from a large non-
standard offer customer if that customer cannot be returned to the system within 90 days Of its
request. Such reports will enable the Commisson to monitor how quickly large customers are
being returned to the sysem and dlow Staff to become involved early in the process in the event
there is disagreement on the reasonableness of AEPCO's actions.

We agree with the methodology for calculating the CTC as agreed to by AEPCO and Staff.
By May | of every year through 2004, AEPCO shdl file budget and market information sufficient

to recdculae and judify a CTC for the following year.

| Applicability of CTC to North Star

North Star, a contract customer of Mohave and AEPCO, urged the Commisson to rule that
neither AEPCO’s CTC or RAC should be assessed upon Mohave based on any North Star load that
becomes competitive. North Star has a specid three-party contract with Mohave and AEPCO for
Mohave to provide North Star with non-firm power. According to North Star, neither AEPCO nor
Mohave were required to build or contract for long term generation to serve North Star. North
Sa’'s load is fully interruptible and served by market generation sources which North Star has the
ultimate discretion to select. Under the contract, Mohave and AEPCO purchase the energy from
the sources North Star sdects and transmits and delivers the energy to North Star. For their
sarvices, AEPCO and Mohave recover actud costs incurred and receive a combined 15 percent
margin - markup.

AEPCO did not agree that no CTC should be charged to North Star. AEPCO argued that
because its CTC is assessed on the Digribution Cooperatives, the determination of whether North
Star should be charged a CTC should be deferred until Mohave's stranded cost proceeding. AEPCO
aso argued that because of North Star's late intervention this issue was not adequately addressed in
this proceeding and failure to charge North Star a CTC and RAC will improperly and unfairly shift
costs to other customersowners on the AEPCO system.

Mohave expressed concerns about the burden that may be placed on the Didtribution
Cooperatives to pay AEPCO's authorized CTC in the event certain large-party contract customers
dispute the gpplicability of the CTC &fter these customers choose competition. Mohave requested

TNTT TS T AN T T VAN RS
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clarification in this Order whether the CTC agpplies to three-party contract customers, and that if it
did, Mohave wanted claifying language that the Didribution Cooperatives will not be responsble
for paying an additiond share of AEPCO’'s CTC in the event these contract customers dispute the
goplicability of the CTC.

In its closing brief Staff argued that AEPCO’'s CTC should not apply to North Star because
AEPCO has never made power supply commitments to serve North Star and thus had no expectation
of continuing generation revenues from this cusomer. Staff argued that imposing a sranded cost
charge on an interruptible customer conflicts with the basc concept of dranded cost.  Staff
recommended that the CTC should be assessed only againgt firm load that purchases competitively.

The issue of the applicability of the CTC and RAC to North Star should be deferred to
Mohave’s dranded cost proceeding. If our decison in that matter adjusts the CTC authorized
herein, Mohave will only be required to collect from and remit to AEPCO the charges we authorize
a that time in relaion to North Star.

Applicability of CTC to Other Contract Customers

Subsequent to the hearing, on May 22, 2000, AEPCO filed two Settlement Agreements
among (1) Phelps Dodge Corporation (“Phelps Dodge’), AEPCO and Trico and (2) Chemica Lime
Company of Arizona (“Chemicd Lime’) and AEPCO. Copies of the Settlement Agreements are
atached hereto as Exhibit C, and incorporated herein by reference. Phelps Dodge and Chemicd
Lime are m;:mbers of AECC, and intervenor AECC has accepted and agreed to both Settlement
Agreements and has agreed to accept AEPCO’'s methodology for determining its RAC and CTC.

Phelps Dodge is a party to two specid contracts with AEPCO and Trico. In their settlement,
the parties agreed that the CTC related to these contracts shdl be 75 percent of the CTC approved by
the Commission. The parties dso agreed that AEPCO's RAC as gpproved by the Commission shdl
apply to al power purchased by Phelps Dodge from a supplier other than AEPCO so long as the
RAC is in effect. The parties agreed to increase the rates under the specid contracts and submit the
amendments to the Commisson for approvd.

Chemica Lime and AEPCO are paties to a Pesk Load Shedding Agreement. Chemica
Lime and AEPCO have agreed that in the event Chemica Lime opts to take power from another

6 DECISION NO. 6275 %
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supplier, the CTC related to the Chemica Lime load shall be 70 percent of the CTC approved by the
Commission, and that the RAC as goproved by the Commisson shdl goply to dl kWhs Chemicd
Lime takes from a power supplier other than AEPCO.

The parties to the Settlement Agreements submitted them subsequent to the hearing and there
has been no testimony on their terms. Our concern is that contract customers pay their fair share of
AEPCO’'s dranded costs so that the smaler non-contract customers do not have to make up the
difference. Consequently, each year when AEPCO seeks to reset its CTC, we will require that the
caculations occur in the same sequence, firgt the Exhibit B cdculdtion, then the cadculation of the
Phelps Dodge and Chemicd Lime CTCs.

Effect of Redructuring

Mohave expressed concerns about the effect of AEPCO’s restructuring on the
implementation of a CTC. Under AEPCO's contemplated restructuring plan, AEPCO's Class A
members will have the option of maintaining their current dl-requirements wholesale power contract
or enter into a new Partia-Requirements Capacity and Energy Agreement (“PRA”). Under the PRA,
the partia-requirements member receives an agreed upon percentage dlocation of AEPCO's current
cgpacity, and the partid-requirements member will be responshble to acquire future capacity and
energy above the PRA dlocation to meet its load requirements. Mohave envisoned a scenario
where a Sfandard Offer customer of a partial-requirements member eects to become a Direct Access
customer a a point in time when the partid-requirements member is acquiring supplementa  power
resources from sources other than AEPCO. The loss of energy sdes due to the customer eecting
Direct Access will impact the resources provided by the partid-requirements member as well as
AEPCO. Mohave bdieved that AEPCO would be entitled to collect its CTC for the sdes that it
loses due to the customer decting Direct Access, but that AEPCO should not be entitled to apply its
CTC to that portion of the energy sdes that the partia-requirements member had provided from
other sources.

Mohave recognized that AEPCO's restructuring iS not complete and that it is currently
impossible to determine whether the implementation of the CTC plan contemplated herein will be a
contested issue for a potentia partid-requirements member. Mohave requested that the Commission

S - Y
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include language in this Order that recognizes that AEPCO is currently engaged in restructuring and
that this could require the re-examination of AEPCO’s sranded cost methodology as it applies to
partid-requirement members in a future proceeding. AEPCO agreed with Mohave that the issue

could be deferred until the Commisson considers approva of the contemplated restructuring.

* * * * *
* * * % *

Having conddered the entire record herein and being fully advised in the premises, the

Commisson finds, concludes, and orders that:
FINDINGS OF FACT

L On August 21, 1998, AEPCO submitted its Application for Approva of its Filing as to
Regulatory Assats and Transmisson Revenues pursuant to A.A.C. R14-2-1607(D) and Commission
Decision No. 60977 (June 22, 1998).

2. AEPCO’s filing sought approvd of a RAC and a CTC based on the “trangition
revenue’ or “financia integrity” method authorized by Decison No. 60977, as modified by Decison
No. 61677 (April 27, 1999).

3. Pursuant to Procedural Order dated January 3, 2000, a hearing was held on February
28, and 29, 2000.

4, AEPCO, AECC, Mohave and Staff presented evidence at the hearing. North Star
cross-examined  witnesses.

5. ' As of December 3 1, 1999, AEPCO had regulatory assets totaling $2 1,849,000.

6. Commisson Decison No. 60977 recognizes that the recovery of regulatory assets
should be assured.

7. AEPCO proposed to amortize its Regulatory Assets over 11 years, which results in a
RAC of 155 mills per kWh in the first year. The RAC gradudly declines to .2 1 mills in 2012.
AEPCO’s RAC, as cdculated in Exhibit A hereto, and incorporated by reference, is reasonable and in
accord with Commission Decison No. 60977.

8. The RAC will be charged to dl power sold in the Didribution Cooperatives service
territories. The impodtion of the RAC does not increase rates.

9. AEPCO proposed that to assure that there is no over-recovery of its regulatory assets,

Q NECIQIANTINN A0 7 5%
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the Commission authorize it to make gppropriate adjustments to the Distribution Cooperative bills sc,
as to reduce the bill by the amount of the RAC in effect for any billing period during the amortizatior,
tem. In addition, AEPCO anticipates trandferring its transmisson assets to a newly formed,
cooperative known as Southwest Transmisson, and requested that the Commisson authorize,
AEPCO to assign the RAC to Southwest Transmission if necessary to avoid accounting write-offs.

10. AEPCO requested a CTC based on the “trangtion revenue’ or “financia integrity”-
method of Stranded Cost recovery as authorized in Decison Nos. 60977 and 61677.

11. AEPCO's trandtiond revenue is the difference between its total generation revenue
requirement for the Didtribution Cooperatives less tota generation market price revenues, determined
usng a forecast of market price. The cdculation methodology of AEPCO's CTC is st forth in
Exhibit B, attached hereto and incorporated by reference.

12. In the firs year commencing July 1, 2000, the parties have agreed that AEPCO's CTC
should be $.0091 per kWh based on a market price of generation of $.030 per kWh and generation
revenue from the Didribution Cooperatives of $.0391 per kWh.

13. AEPCO and Staff recommended that AEPCO should be authorized to collect a CTC
for a period of five years, or until duly 1, 2005.

14. AEPCO's CTC will be gpplied to competitive power sdes in the Digribution
Cooperatives  service territories.

15., North Star has a specid three-party contract with Mohave and AEPCO for Mohave to
provide North Star with non-firm power. Neither AEPCO or Mohave were required to build or
contract for long term generation to serve North Star. North Star’s load is fully interruptible and
served by market generation sources which North Star has the ultimate discretion to select. Under the
contract Mohave and AEPCQ purchase the energy from the sources North Star sdlects and tranamits
and ddivers the energy to North Star. For their services, AEPCO and Mohave recover actual costs
incurred and receive a combined 15 percent margin markup.

16. Saff recommended that AEPCO's CTC should not apply to North Star because
AEPCO has never made power supply commitments to serve North Star and thus had no expectation

of continuing generdtion revenues from this customer.
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17. AEPCO argued North Star should be assessed the CTC and RAC and maintained that
the North Star issues should be deferred to Mohave' s stranded cost proceeding.

18. AEPCO has reached agreement with Phelps Dodge and Trico, the parties to two
gpeciad purchase contrects, that in the event Phelps Dodge takes power from any supplier other than
AEPCO during the period the CTC is in effect, Phelps Dodge will pay 75 percent of AEPCO’s
authorized CTC then in effect, and the full amount of the RAC. Furthermore, the parties agreed that
the rate paid under the contract would be increased, subject to Commission gpproval. A copy of the
agreement among AEPCO, Phelps Dodge and Trico is attached hereto as Exhibit C, and incorporated
by reference.

19. AEPCO has reached agreement with Chemica Lime, a specid contract customer of
AEPCO's tha in the event Chemical Lime opts to take power from a supplier other than AEPCO
while AEPCO’'s CTC is in €ffect, Chemica Lime will be responsible for 70 percent of the CTC then
in effect. Chemica Lime will be responsble for 100 percent of AEPCO's RAC then in effect. .A
copy of the agreement between AEPCO and Chemica Lime is atached hereto as Exhibit C, and
incorporated by reference.

20. Phelps Dodge and Chemica Lime are members of AECC. In light of the Settlement
Agreements, AECC agreed to drop its opposition to AEPCO’s stranded cost recovery plan.

21. The Settlement Agreements among AEPCO, Trico, Phelps Dodge and Chemicd Lime
are reasonhble and should be approved. Consequently, each year when AEPCO seeks to reset its
CTC, it is reasondble to require AEPCO to firg cdculae the CTC in accordance with the
methodology in Exhibit B, followed by the caculation of the Pheps Dodge and Chemicd Lime
CTCs.

22. Except as agreed in the Settlement Agreement between Phelps Dodge, AEPCO and
Trico, no AEPCO member or customer will receive a rate increase on account of AEPCO’s stranded
cost recovery plan.

23. AEPCO is currently engaged in a restructuring process which will alow AEPCO’s all-
requirements members to dect to become partid-requirements members. Mohave raised the issue

whether AEPCO's CTC should agpply to power sold competitively for which a partid-requirements
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member, and not AEPCO, has assumed the resource responsbility. The issue cannot be resolved
untii AEPCO'’s redructuring is complete.  Consequently, the parties recommend that the CTC
authorized herein may be examined and, if appropriate, adjused in a subsequent Commisson
proceeding dealing with AEPCO’s restructuring in the case of an all-requirements member
Didribution Cooperative which eects as pat of the restructuring to become a partid-requirements
member.

24, AEPCO proposed that the CTC authorized herein shdl be subject to appropriate retail
rate adjusments, if any, in subsequent Digtribution Cooperative stranded cost proceedings.

CONCLUSIONS OF LAW

1 AEPCO is a public service corporation within the meaning of Artidle XV of the
Arizona Condtitution and A.R.S. §§ 40-202, -203, -250, -321, -322, -336, -361, -365, -367, and under
the Arizona Revised Statutes, Title 40, generdly.

2. The Commisson has jurisdiction over AEPCO and the subject maiter of this
proceeding.

3. Notice of the proceeding was provided as required by law.

4, AEPCO's dranded cost recovery plan as described and modified herein is just and
reasonable and in the public interest and should be approved.

5. The recommendations set forth in Findings of Fact Nos. 7, 9, 12, 13, 17, 18, 19, 21,
23, and 24. are reasonable and should be adopted.

6. The Settlement Agreements atached hereto as Exhibit C are reasonable and in the
public interest and should be approved.

ORDER

IT IS THEREFORE ORDERED that Arizona Electric Power Cooperative, Inc. is authorized
an initid Regulatory Assst Charge of $.00155 per kWh, to be charged to dl power sold in Arizona
Electric Power Cooperative, Inc.’s Class A Membes sarvice territories commencing August 1,
2000, and which charge shdl decline each year as reflected in Exhibit A hereto through the year 2012
or until the full amount of AEPCO's regulatory assets have been recovered.

IT IS FURTHER ORDERED that Arizona Electric Power Cooperative, Inc. is authorized an

S —
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initid Competition Trangtion Charge of $.0091 per kWh, to be applied to competitive power sdes in
the Class A Member didtribution cooperatives service territories commencing August 1, 2000, and
which charge shdl be adjusted annudly after Commisson gpprova, through July 1, 2005.

IT IS FURTHER ORDERED that Arizona Electric Power Cooperdtive, Inc. shdl file tariffs
that comply with the authorizations granted herein by July 3 1, 2000.

IT IS FURTHER ORDERED that on May 1, 2001, and on each subsequent May 1 through
2004, AEPCO dhdl file reports with the Director of the Utilities Divison that provide budget and
market information sufficient to recdculate its Competition Trandtion Charge for the following year
commencing July 1.

IT IS FURTHER ORDERED that the Regulatory Asset Charge approved herein is assignable
to and may be collected by Southwest Transmisson Electric Power Cooperative, Inc.

IT IS FURTHER ORDERED that the North Star related Competition Trangtion Charge and
Regulatory Asset Charge issues shdl be deferred for resolution in the Mohave Electric Cooperative
stranded cost proceeding.

IT IS FURTHER ORDERED that the Settlement Agreements attached hereto as Exhibit C are
approved.

IT IS FURTHER ORDERED that the Competition Trangtion Charge authorized herein may
be examined, and, if gppropriate, adjusted in a subsequent Commisson proceeding deding with
AEPCO’s redructuring in the case of an dl-requirements member Didribution Cooperative which
elects as pat of the restructuring to become a partia-requirements member.

IT IS FURTHER ORDERED that the Competition Trandtion Charge authorized herein shdl
be subject to appropricte retall rate adjustments, if any, in subsequent Didribution Cooperative
stranded cost proceeding.
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IT IS FURTHER ORDERED that Arizona Electric Power Cooperative, Inc. shal comply

with Findings of Fact Nos. 7, 9, 12, 13, 17, 18, 19, 21, 23 and 24.
IT IS FURTHER ORDERED tha this Decison shdl become effective immediately.
BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

LG e 27

CHAIRMAN COMMISSIONER COMMISSIONER

IN WITNESS WHEREOF, |, BRIAN C. McNEIL, Executive

Secretary of the Arizona Corporation Commission, have

hereunto set my hand and caused the officid sed of the

Commission to be (afﬁxed at the Capitol, in the City of Phoenix,
,T.ng L, 2000.

thissd H"~ day of

EXECUTWE SECKETARY

Wk ’
DISSENT o
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Deborah Scott, Director
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EXHIBIT A
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Exhibit B

DOCKET NO. E-01773A-98-0470

ARIZONA ELECTRIC POWER COOPERATIVE, INC.
Cdculation of Trangtiona Revenue (excl Regulatory Assats) - S000's

1. _Revenue Reguirement Cdculation Class A (excl_Anza)
Operating Expensess - Apache Saion and Purchase Power
Fud Expense - Steam
Fud Expense - Gas Turbine
Steam Turbine Operations
Steam Turbine Maintenance
Gas Turbine Operations
Gas Turbine Maintenance
Purchesed  Power
Subtotal

Adminigtration, Depreciation & Taxes
A&G Allocation (7.65%)
Depreciation
Taxes, Other than Income
Subtotal

Interest Expense and Interest Income = (76.65%)
Interest on Long-term Debt
Debt Issuance Costs
Interest  Income
Subtotal

Debt Service Coverage (DSC)__Requirement
DSC Requirement

Total Generation Revenue Requirement

Less Non-jurisdictional_Revenue (Generation Onlv)

Anza

Other Non-Jdurisdictional Revenue ~ Firm (excl. Transmission)

Other Non-Jurisdictiona Revenue - nonfirm (excl Transmission)
Subtotal ’

Totd Geneaation Revenue Reguirement Class A (excl Anza)
Actud Dollars per KWh - Class A Loads (excl Anza)

2. Make Price Revenue Cdculation
Class A Loads (excl Anza)

Egimated Maket Price $/MWh
Totd Generation Market Price Revenues

3. Trandtion Revenue
Totd Generation Revenue Reg. Class A (excl Anza)
Less Totd Generaion Maket Price Revenues
Trandgtion Revenue
Dollars per KWh CTC ~ Class A Loads (excl Anza)

SAH\HVane\Electric\Stranded \AEPCOEXB

Estimated Year 2000

33,418

1453
30.00
43,590
56,856

43,590
13,274
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EXHBIT C

SETTLEMENT  AGREEMENT

. . . 1 a e
This Agreement is entered into thlSc‘@ of May, 2000 among Phelps Dodge
Corporation, formerly known as Cyprus Serita Corporation (“PD Seritd’), Arizona
Electric Power Cooperative, Inc. (“AEPCO”) and Trico Electric Cooperative, Inc.

(“Trico”) (collectively referred to as the “Parties’).

Whereas, AEPCO, Trico and PD Sierrita, as the successor-in-interest to Cyprus
Sierrita Corporation, are parties to that certain Purchase Agreement dated April 22, 1994,
as amended (“Purchase Agreement”) and that certain Contingent Well Service

Agreement dated April 12, 1996, as amended (“Well Agreement”); and

Whereas, PD Serita individudly and as a member of Arizonans for Electric
Choice and Competition (“AECC”) has intervened in opposition to AEPCO’s request for
goprova of its filing as to regulatory assets and trangition revenues in Docket No. E-

0 1773A-98-0470 (the “Stranded Cost Case”) before the Arizona Corporation

Commisson (“Commisson’); and

Whereas, the Parties have agreed to settle their differences as to the Stranded Cost

Cae and with cetain contract modifications on the basis as outlined heren.

Now, therefore, the Parties agree as follows:

S T? o
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L PD Sierita, AEPCO and Trico agree that the competition transtion charge
(“CTC”) for AEPCO as to the Purchase Agreement shal be 75% of the AEPCO CTC
approved by the Commission (as the same may be reset) applied againg all kWh's taken
up to and induding the energy equivaent of five (5) MW a a 100% monthly load factor.
The Parties further agree that the CTC for AEPCO as to the Well Agreement shah be
75% of the AEPCO CTC approved by the Commission (as the same may be reset)
applied againg dl kwh's taken. The CTC’s specified herein for PD Serrita shdl be in
effect as of any day tha PD Serita takes service for the Purchase Agreement or Well
Agreement loads from a power supplier other than AEPCO and shdl remain in effect and

be pad by PD Serrita 0 long as the AEPCO CTC is in effect.

2. The Paties agree that the Regulatory Asset Surcharge (' Surcharge’)
aoproved by the Commisson shal be in effect as to al kwh's taken monthly as of any

day that PD Sierita takes service for the Purchase Agreement or Well Agreement loads
from a power supplier other than AEPCO and shah be paid by PD Serrita so long as the

Surcharge is in effect.

3. As a further settlement term, the Parties have also agreed to incresse
AEPCO’s rates under the Purchase Agreement and Well Agreement, effective as of
January 1,200 1 through the remaining term of these agreements. The Parties will
promptly prepare, execute and file gppropriate amendments reflecting such increase with

the Commisson for its gpproval.
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4, PD Serita and AECC will promptly indicate in writing to the Parties, the
Hearing Officer and the Commission in the Stranded Cost Case that the CTCs and
Surcharge specified in paragraphs 1 and 2 should be approved by the Commisson and
should be authorized to be flowed through and collected from PD Serrita in any
subsequent Trico Stranded Cost proceeding. PD Serrita and AECC will dso promptly
indicate in writing to the Parties, the Hearing Officer and the Commission their support
for the gpprovad by the Commisson of the trangtion revenues and regulatory asset
postions set forth by AEPCO in its Opening and Reply Memoranda in the Stranded Cost
Case induding without limitation AEPCQ’s proposd as to an initid CTC, its proposed
CTC resetting procedure and its proposed Surcharge as reflected in Exhibit LS-RA. PD
Serita and AECC will not teke any podtion or action before the Commisson which is
inconsstent with the agreements and understandings set forth herein in the Stranded Cost
Case or in any subsequent digtribution cooperative Stranded Cost proceeding. AEPCO is
authorized to file this Agreement with the Commisson as evidence of these

understandings and posgitions.

5. Each provison of this Setlement Agreement is in condderation and
support of al the other provisons and is expresdy conditioned upon acceptance and
aoprovd by the Commisson without change. [n the event the Commisson fails to
implement this Settlement Agreement according to its terms, this Settlement Agreement
ghal be deemed withdrawn and the Parties shal be free to pursue ther respective

positions in these proceedings without prejudice.
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PHELPS DODGE CORPORATION,
formerly known as Cyprus Serrita
Corporation

Bv
Its

ARIZONA ELECTRIC POWER
COOPERATIVE, INC.

Its e, I (5/ ()
TRICO ELECTRIC COOPERATIVE, INC.

BY
Its

Accepted 4nd Agreed:
Arizonans for Electric Choice and Competition

Bv

[tS
10421-0010/835861
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PHELPS DODGE CORPORATION,
formerly known as Cyprus Sierrita
Corporation

Moy By LIS
[ts Vice President, Engineerjing

ARIZONA ELECTRIC POWER
COOPERATIVE, INC.

BV
Its

TRICO ELECTRIC COOPERATIVE, INC.

By
Its

Accepted and Agreed:
Arizonans for Electric Choice and Competition

Its  \[lesex /
10421-0010/835861 t
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PHELPS DODGE CORPORATION,
Formerly known as Cyprus Serita
Corporation

By
Its

ARIZONA ELECTRIC POWER
COOPERATIVE, NC.

By
Its

TRICO ELECTRIC COOPERATIVE, NC.

Vs Ba T

Its

Accepted and Agreed:
Arizonans for Electric Choice and Compstition

Bv

Its
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SETTLEMENT AGREEMENT

k. :
This Agreement is entered into this di%/ of May, 2000 between Chemical
Lime Company of Arizona, formerly known as Chemdar, Inc. (“Chemicd Lime’) and
Arizona Electric Power Cooperative, Inc. (*“AEPCQO”) (collectively referred to as the

“Parties).

Whereas, AEPCO and Chemicad Lime are parties to that certain Pesk Load

Shedding Agreement dated October 10, 1989; and

Whereas, Chemical Lime as a member of Arizonans for Electric Choice and
Compstition (“AECC”) has intervened in opposition to AEPCO’s request for gpprova of
its filing as to regulatory assets and trandtion revenues in Docket No. E-O 1773A-98-0470
(the “Stranded Cost Case’) before the Arizona Corporation Commission
(“Commisson”); and

Whereas, the Parties have agreed to settle their differences as to the Stranded Cost

Case on the basis as outlined heren.
Now, therefore, the Parties agree as follows:
1. Chemicd Lime and AEPCO agree that the competition transition charge

(*CTC”) for AEPCO in relation to the Chemica Lime load shal be 70% of the AEPCO

CTC approved by the Commission (as the same may be reset) gpplied againgt all kWh’s
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taken. It shdl be in effect as of any day that Chemica Lime takes power from a power
supplier other than AEPCO and shdl remain in effect and be paid by Chemicd Lime so

long as the AEPCO CTC isin effect.

3. The Parties agree that a Regulatory Assets Surcharge (“Surcharge’)
gpproved by the Commission shdl be in effect as to dl kwh's taken as of any day tha
Chemica Lime takes service from a power supplier other than AEPCO and shdl be pad

by Chemicd Lime s0 long as the Surcharge remains in effect.

3. Chemicd Lime and AECC will promptly indicate in writing to the parties,
the Hearing Officer and the Commission in the Stranded Cost Case that (a) the CTC and
Surcharge specified in paragraphs | and 2 should be approved by the Commisson and
should be authorized to be flowed through and collected from Chemicd Lime in any
subsequent Mohave Electric Cooperative stranded cost proceeding and (b) they support
the gpprova by the Commission of the trangtion revenues and regulatory asset positions
st forth by AEPCO in its Opening and Reply Memoranda in the Stranded Cost Case
induding without limitetion AEPCQO’s proposd as to an initid CTC, its proposed CTC
resetting procedure and its proposed Surcharge as reflected in Exhibit LS-RA. Chemica
Lime and AECC will not take any podtion or action before the Commisson which is
inconagent with the agreements and understandings set forth herein in the Stranded Cost
Case or in any subsequent distribution cooperative stranded cost proceeding. AEPCO is
authorized to file this Agreement with the Commisson as evidence of these

undergandings and positions.
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4, Each provison of this Settlement Agreement is in congderation and
support  Of @l the other provisons and is expresdy conditioned upon acceptance and
goprova by the Commission without change. In the event the Commisson fals to
implement this Settlement Agreement according to its terms, this Settlement Agreement
shdl be deemed withdrawn and the Parties shdl be free to pursue their respective
positions in these proceedings without preudice.

/



Accepted and Agreed:
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CHEMICAL LIME COMPANY OF
ARIZONA, formerly known as Chemdar,
Inc.

By
Its

ARIZONA ELECTRIC POWER
COOPERATIVE, INC.

Bv
Its

Arizonans for Electric Choice and Compstition

By

Its

10421-0010/835878



Accepted and Agreed:
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CHEMICAL LIME COMPANY OF
ARIZONA, kormerly known as Chemstar,
Inc.

By <\~ s

N
Its Oir. o} {WL_AEEL-_L\Lﬁiu \

ARIZONA ELECTRIC POWER
COOPERATIVE, INC.

BY
Its

Arizonans for Electric Choice and Competition

o §5§D/\//

Its ﬂ/cﬂ (<t

10421-0010/333373
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Dissenting Opinion
Docket No. E-01773A-98-0470

Arizona Electric Power Cooperative - Stranded Cost Determination
Decison No. (L,21S%

This is a case of the Arizona Electric Power Cooperative (AEPCO) having their cake and
eding it t00. Less that one week ago, Judge Cohn Campbell granted AEPCQ’s motion for

summary judgment (in part) in the case of Tuscon Electric Power v. Arizona Comoration

Commission. on the grounds that, “the [dectric competition] rules are invdid for falure to

provide for the Commisson ascertaining the fair vaue of property of public service corporations
under Article 15, section 3" of the Arizona Conditution. Indeed, AEPCO argued that because
there was no provison in the Electric Competition Rules for the condderation of a finding of far

vaue of property, they were invaid.

Six days after Judge Campbel issued his minute entry order, AEPCO came before the
Cornmission seeking an gpprova of its filing as to regulatory assets and transition revenues,
including a dranded cost determination. My smple question to AEPCO’s atorney was whether
a far vaue determination was made concerning the Cooperatives property. He responded that
no far vaue determination was made during the proceedings. | then questioned the attorney
how AEPCO can ask this Commisson to proceed on its gpplication without a finding of far

vdue, when less than one week ealier it was successful in invdidating the Commisson's

1200 WEST WASHINGTON; PHOENIX. ARIZONA 35007-2996 <00 #EST CONGRESS STREET. TUCSON. ARIZONA 957011317
WAV poctate 123 1o



Electric Competition Rules ~ based on the argument that they violated the Arizona Conditution
for falure to provide for an ascertation of far vaue? His smile was al the answer | needed.

Today's decison to approve AEPCQO’s dranded cost filing defies common sense,
especidly in light of Judge Campbdl’s minute entry order granting (in pat) the company’s
motion for summary judgment. | find it highly disngenuous for an entity to -- on the one hand
- sk, and apparently succeed, to invaidate this Commisson's rules governing dectric
competition, while on the other hand seek gpprovad of its stranded cost filing (money to be pad
by its customers as a result of competition) based on those same exact set of rules.

For the reasons noted above, | must respectfully dissent.

, F+

Dated: July 26, 2000

Jm Irvin, Commissoner
Anizona Corporation Commission






